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KEY ECONOMIC INDICATORS: AFGHANISTAN 
All Values in USS Million Unless Otherwise Stated 


Official Exchange Rate: U.S. $1 = 45 Afghanis 
Free-market Rate Varies. 


Estimate 
1354 1355 To 1356 
1975-76 1976-77 Change 1977-78 
Income, Production & Employment 
GNP at Current Prices NA NA NA 
GNP at Constant Prices (billion) 2.0 4% 20% io 


Per Capita GNP, 144 20%, 179 
Constant Prices ($) 


Labor Force (millions) 5.62 : 2.6 5.88 
Money & Prices 
Money Supply 


Consumer Price Index 
(1968-69 = 100) 


Balance of Payments & Trade 


Gold & Foreign Exchange 
Reserves 


External Public Debt 
(disbursed) 


Annual Debt Service ‘ 29.2 36.2 
Balance of Payments (Surplus) +68 28 +128 
Balance of Trade -42 -33 -31 -70 


Exports, FOB 236 310 340 
US Share ate 4%, 4% 


Imports, FOB 278 343 410 
US Share 5% 5% 5% 


Source: IMF, IBRD, and Embassy Estimates. Statistics for 
Afghanistan are not complete and figures cited should be 
regarded as estimates. 


*Most of apparent growth due to Afghani appreciation 
vis a vis USS. 
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SUMMARY 


Afghanistan enjoys a sound financial position and a 
strong currency. However, economic growth has been 
modest. A drought in 1977 forced Afghanistan to im- 
port wheat and the outlook for agriculture in 1978 
is still uncertain. 


The Afghan Seven-Year plan charts a course for the 
economic development of the country over the next 
few years, with emphasis on the development of heavy 
industry, transportation, and irrigation. Afghan 
achievement of the goals and targets enumerated in 
the plan has been spotty. Many of the projects 
envisioned by the plan will need to be accomplished 
with foreign contractors, so opportunities for 
American firms exist in a number of fields. The 
private sector is relegated to a secondary role in 
the development of the economy, but investment op- 
portunities exist in export-oriented agri-business 
and other small and medium scale industries. 


CURRENT ECONOMIC SITUATION AND TRENDS 


A Strong Currency and Healthy Balance of Payments... 


Afghanistan, listed by the United Nations as one of 
the world's least developed countries, enjoys a para- 
doxically strong financial situation. International 
reserves have been steadily increasing for several 
years and continued to accumulate in 1977. Reserves 
now total about $300 million in the holdings of the 
central bank plus another $50 million in holdings of 
other banks and in related items. This sum is suf- 
ficient to finance about 10 months in imports. 


The reasons for the increasing international reserves 
are primarily external. Large numbers of Afghans are 
working abroad in Iran and other OPEC countries. Their 
unrecorded remittances back to Afghanistan total, by 

a conservative estimate of the International Monetary 
Fund, at least $50 million per year. A substantial 
re-export trade with Pakistan and Iran, also unrecord- 
ed, brings additional foreign currency into the country. 


These factors, plus an inflow of foreign aid, account for 
a large balance of payments surplus. 
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The local currency, the afghani, has also been steadily 
appreciating against most currencies for several years 
and upward pressures on the afghani continued in 19/77. 
The present rate of exchange is 43 afghanis to one dol- 
lar, up from 47 to $1 earlier in 1977; only inter- 
vention by Da Afghanistan Bank, the central bank, suc- 
ceeded in halting appreciation at this level. Afghani- 
stan customarily has a trade deficit and the appre- 
ciated afghani could have a long-term adverse effect 

on Afghan exports. Preliminary indications are that 
the trade deficit increased from about $33 million 

in 1976 to about $70 million in 1977. However, be- 
cause of the external factors described above, it is 
unlikely that the trade deficit will seriously threaten 
reserve holdings or the financial stability of the 
country in the near future. 


But Slow Economic Growth. 


Despite favorable financial conditions, the growth of 
Afghanistan's economy has been modest. The average 
annual increase in GDP over the past few years has 
been an estimated 2.4 percent, roughly the same as 
population growth. Although GDP estimates for 1977 
are not yet available, it is likely that economic 
growth remained about the same. 


Agriculture is the mainstay of the Afghan economy and 
wheat is the most important crop. Poor weather in 

1977 resulted in a decline in wheat production. The 
shortfall in wheat, most of which will be made up by 
imports on concessionary terms, is estimated at about 
200,000 tons by most authorities. Livestock production 
in several drought-stricken northern provinces also 
suffered. However, the drought situation has not reach- 
ed crisis proportions and the Government is coping with 
shortfalls without great difficulty. The outlook for 
agriculture in 1978 remains uncertain but, if a second 
year of low precipitation occurs, the economy could 

be seriously affected. 


Rising wheat prices accounted for a consumer price 
index increase of about 10 percent in 1977. Afghani- 
stan has had relatively few problems with inflation; 
a return to wheat self-sufficiency in 1978 would 
probably de-fuse most of the ctrrent inflationary 
pressure. 
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Production of other agriculture products in 1977 
was reasonably favorable and world prices for ex- 
port crops such as cotton, raisins, fruit and nuts, 
and karakul (Persian lamb) were good. Cotton, in 
particular, is rapidly gaining importance, and is 
projected to become Afghanistan's major export in 
the next few years. 


Expansion of the tiny industrial sector of the economy 
has been proceeding slowly. Growth in the contri- 
bution to net national product of mines, energy, 

and industry is estimated to have grown about 6 
percent annually over the last few years, but these 
sectors contribute only about 7 percent of total 

GDP. 


The Seven Year Plan 


Afghanistan has now completed 2 years of its ambitious 
Seven-Year Economic and Social Development Plan. The 
Plan calls for sharply increased expenditures for economic 
development, and depends heavily on foreign assistance 
to finance the new, often large, projects envisioned. 
The Plan is focused on public sector expenditures for 
industry, irrigation, and transportation. The largest 
development projects in the plan are a railroad to 

link Afghanistan with the Iranian rail system and the 
development of the Hajigak iron ore deposits. Oil and 
gas exploration will continue throughout the country, 
but particularly in the North, where natural gas is 
being produced for export to the Soviet Union and pro- 
mising indications of petroleum have been reported. 

A number of large-scale irrigation projects are planned 
to utilize better Afghanistan's limited water resources. 
The emphasis in the agricultural sector is to increase 
production of export crops such as cotton and import 
substitution crops such as sugar. 


The success of the Plan thus far has been mixed at best. 
The Government has done fairly well in funding and com- 
pleting on-going projects, but often has not been able 
to implement the new projects called for in the Plan. 
There is a serious lack of skilled managerial and 
technical personnel in the country who are capable of 
developing and implementing projects. In some cases, 
also, the foreign assistance resources anticipated by 
Afghan planners have not been forthcoming. Thus far, 
the implementation rate of the Plan has only been 50--60 
percent. 
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The Private Sector 


For several years the private sector in Afghanistan 
has been in the doldrums with little new investment, 
either foreign or domestic, in new industries. The 
Government has followed an ostensible policy of en- 
couraging private investment through tax incentives 
and other measures. However, these inducements have 
been counter-balanced by climate of uncertainty in 
the private sector due to government actions such as 
the nationalization of the banking and insurance sectors 
and bureaucratic difficulties in establishing and 
profitably operating a business in Afghanistan. 


The Seven Year Plan outlines the role of the private 
sector in the development of the economy. The Plan 
foresees amixed and guided economy, with those indus- 
tries requiring small investments, limited "gestation 
periods," and simple technology allocated to the pri- 
vate sector. Large and critical industries will be 
owned and operated by the public sector. A list of 
industries eligible for investment by domestic and 
foreign investors has now been prepared. Agri-business 
and plastics are two industries in which private in- 
vestment is welcomed. The Afghan investment law limits 
foreign ownership of industry to 49 percent, so Afghan 
capital must be mobilized to invest successfully. 


In the last few months the Government has taken positive 
steps to encourage small scale domestic investments 

by streamlining the bureaucratic processes for approval 
of a proposed investment and by authorizing credit at 

a low interest rate. A number of new, small industries 
have been authorized and this may lead to a greater 
interest in investment and participation by the private 
sector. For the foreign investor, however, the bureau- 
cratic process for obtaining approval of an investment 
here remains long and difficult. 
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IMPLICATIONS FOR THE UNITED STATES 


Opportunities Exist but Patience and Perse- 
verance are Required 


Prospects for increasing U.S. exports of services 

and goods to Afghanistan are good for the next 
several years. Development activity in Afghanistan 
is increasing, albeit slowly, and most development 
projects will require substantial quantities of 
imported machinery, equipment, and goods, as well 

as engineering and management services from foreign 
firms. Although American firms and goods have a 

good reputation in Afghanistan, competition is heavy, 
with more convenient suppliers such as Japan, the 
Soviet Union, and European countries having an edge 
in transportation, and with increasingly stiff com- 
petition from countries such as India (for consulting 
and engineering services). 


Over the next year or two specific projects of interest 

to American firms may include sugar refineries, micro- 

wave and satellite communications systems, hydro-power 
generators, cotton ginning equipment, commercial air- 

craft, and heavy construction equipment. Several Afghan 
government agencies are also diversifying their procure- 
ment abroad, and opportunities will arise to supply a 

wide range of equipment, machinery, and goods in relative- 
ly small quantities to the Afghan government. The United 
States has only a limited share of the consumer goods import 


market in Afghanistan: used clothing and tobacco products 
are the two main consumer imports from the United States. 


To take advantage of opportunities, American firms will 
have to exhibit patience and perserverance in dealing 
with a sluggish and frequently unresponsive govern- 
ment bureaucracy feeling its cautious way forward. 


On the investment side, opportunities are more limited. 
Most large industrial projects will be in the form of 
government-contracted turnkey projects which offer 
construction and service opportunities, but not invest- 
ment. However, some projects may be accomplished on 

a joint-venture basis between the government and private 
investors. The best opportunities for private investment 
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are probably in the agri-business sector which is 
largely undeveloped. Particularly attractive to 
the Afghan government are investments in which the 
product can be exported. 
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